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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report 
we  include  a  listing  of  all  recommendations  together 
with  a  notation  as  to  whether  the  agency  concurs  or 
does  not  concur  with  each  recommendation.   This  listing 
serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.   The  full  reply  of  the  Office  of  the 
Secretary  of  State  is  included  in  the  back  of  this 
report . 


Page 


Discontinue  use  of  the  hand  posted  "record 
of  fees  collected." 

Agency  Reply:   Concur.   See  page  33. 

Deposit  cash  receipts  directly  to  appro- 
priate revenue  accounts  in  the  General  Fund. 

Agency  Reply:   Concur.   See  page  33. 

Establish  procedures  to  enhance  controls 
over  cash  on  hand. 

Agency  Reply:   Concur.   See  page  34. 

Establish  procedures  to  ensure  that  merit 
service  increases  are  granted  only  to  em- 
ployees having  accumulated  the  required  year 
of  service. 

Agency  Reply;   Concur.   See  page  34. 

Retain  seasonal  employees '  sick  and  annual 
leave  balances  and  retirement  benefits  if 
the  employee  desires  to  avoid  a  break  in 
service. 

Agency  Reply:   Concur.   See  page  34. 

Record  the  year-end  accounts  receivable 
balance  on  SBAS . 

Agency  Reply:   Concur.   See  page  35. 

Adopt  procedures  to  ensure  that  accrued 
expenditures  are  in  compliance  with  pre- 
scribed year-end  cutoff  procedures,  and 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 


with  Montana  Operations  Manual,  section  2- 

1420.00.  11 

Agency  Reply:   Do  not  concur.   See  page  34. 

Establish  a  basis  for  allocating  costs 

between  programs  and  apply  this  basis 

consistently.  11 

Agency  Reply:   Concur.   See  page  35. 

Study  available  lease  and  purchase  options 

for  its  equipment.  12 

Agency  Reply:   Concur.   See  page  35. 

Comply  with  the  general  records  retention 

schedule.  13 

Agency  Reply:   Do  not  concur.   See  page  35. 

Consult  with  the  Department  of  Administra- 
tion, Records  Management  Bureau,  concerning 
alternatives  to  storing  all  records  within 
the  office.  13 

Agency  Reply:   Concur.   See  page  35. 

Initiate  procedures  to  correct  the  internal 

control  weaknesses  noted  above.  19 

Agency  Reply:   Concur.   See  page  35. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  Balance  Sheets  of  the  Office 
of  the  Secretary  of  State  as  of  June  30,  1978,  and  the 
related  Statements  of  Revenue  Compared  with  Revenue 
Estimates,  Expenditures  Compared  with  Appropriations, 
and  Changes  in  Fund  Balances  for  the  year  then  ended. 
Our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the 
circumstances . 

The  office  has  not  maintained  a  record  of  its 
general  fixed  assets  and,  accordingly,  a  Statement  of 
General  Fixed  Assets,  required  by  generally  accepted 
accounting  principles,  is  not  included  in  the  financial 
report. 

Cash  received  is  not  immediately  deposited  by  the 
office,  but  rather  is  attached  to  documents  during 
processing.   Because  of  a  lack  of  records  concerning 
these  receipts,  the  dollar  amount  of  cash  attached  to 


documents  in  process  at  June  30,  1978,  is  not  included 
in  the  accompanying  financial  statements.   It  was  not 
practical  for  us  to  determine  the  exact  dollar  amount 
of  these  receipts;  however,  we  believe  the  total  amount 
of  unrecorded  cash  on  hand  at  fiscal  year-end  is  mate- 
rial to  the  General  Fund  Balance  Sheet. 

The  office  deposits  moneys  received  into  an  un- 
cleared collections  account  in  the  Federal  and  Private 
Grant  Clearance  Fund.   These  cash  receipts  represent 
fees  paid  to  the  office  for  services  performed  and 
should  be  deposited  in  the  General  Fund.   Because  of 
this,  all  Federal  and  Private  Grant  Clearance  Fund 
account  balances  are  overstated  in  their  entirety  on 
the  Balance  Sheet  and  Statement  of  Changes  in  Fund 
Balances. 

In  our  opinion,  because  of  the  effect  of  the  items 
discussed  in  paragraphs  three  and  four  of  this-  report, 
the  Balance  Sheets  for  the  General  Fund  and  Federal  and 
Private  Grant  Clearance  Fund,  the  Statement  of  Revenue 
Compared  with  Revenue  Estimates  for  the  Federal  and 
Private  Grant  Clearance  Fund,  and  the  Statement  of 
Changes  in  Fund  Balances  for  the  Federal  and  Private 
Grant  Clearance  Fund  do  not  present  fairly,  in  conform- 
ity with  generally  accepted  accounting  principles,  the 
financial  position  of  such  funds  of  the  Office  of  the 
Secretary  of  State  as  of  June  30,  1978  or  the  results 


of  operations  or  changes  in  fund  balances  of  the  Fed- 
eral and  Private  Grant  Clearance  Fund  for  the  year  then 
ended. 

In  our  opinion,  the  Statement  of  Expenditures 
Compared  with  Appropriations  and  the  Statement  of 
Revenue  Compared  with  Revenue  Estimates  for  the  General 
Fund,  and  the  Statements  of  Changes  in  Fund  Balances 
for  the  General  Fund  and  Federal  and  Private  Revenue 
Fund,  present  fairly  the  results  of  the  operations  and 
the  changes  in  the  fund  balances  of  such  funds  of  the 
Office  of  the  Secretary  of  State  for  the  year  ended 
June  30,  1978,  in  conformity  with  generally  accepted 
accounting  principles  applied  on  a  basis  consistent 
with  that  of  the  previous  year. 

The  accompanying  Statement  of  Expenditures  by 
Object  and  the  items  titled  "Combined  Total  (Memorandum 
Only)"  on  the  Balance  Sheet,  Statement  of  Revenue 
Compared  with  Revenue  Estimates,   and  Statement  of 
Changes  in  Fund  Balance,  are  not  necessary  for  a  fair 
presentation  of  the  financial  statements  but  are  pre- 
sented as  supplemental  information.   This  information 
has  been  subjected  to  the  tests  and  other  auditing 
procedures  applied  in  our  examination  of  the  financial 


statements,  and  in  our  opinion  is  fairly  stated  in  all 
material  respects  in  relation  to  the  financial  state- 
ments taken  as  a  whole. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 

January  5,  1979 


COMMENTS 
INTRODUCTION 


We  performed  a  financial/compliance  audit  of  the 
Office  of  the  Secretary  of  State  for  the  fiscal  year 
ended  June  30,  1978.   The  objectives  of  the  audit  were 
to:   (1)  determine  if  the  office's  financial  statements 
present  fairly  its  financial  position  and  results  of 
operations  for  the  fiscal  year  ended  June  30,  1978,  (2) 
determine  if  the  office  complied  with  applicable  laws 
and  regulations,  and  (3)  make  recommendations  for  the 
improvement  in  the  management  and  internal  controls  of 
the  office.   The  office  was  last  audited  in  1977  under 
contract  by  Peterson  and  More,  CPA's. 

We  thank  the  Secretary  of  State  and  his  staff  for 
their  cooperation  and  assistance  during  our  audit. 
BACKGROUND 

The  Office  of  the  Secretary  of  State  was  estab- 
lished by  Article  VI,  Section  I,  of  the  Montana  Consti- 
tution and  is  provided  for  in  Title  2,  Part  4  of  the 
Montana  Code  Annotated  (MCA).  It  is  primarily  a  re- 
cordkeeping office  which  files,  maintains,  and  pre- 
serves the  permanent  records  of  the  state  and  certain 
public  interest  records  of  private  citizens. 

The  goal  of  the  office  is  to  carry  out  assigned 
duties  in  an  orderly  and  timely  manner  and  thus  protect 
the  rights,  interests,  and  records  of  the  state  and  its 
citizens.   In  support  of  this  goal,  the  office  has  as 


its  objective  the  filing,  preservation,  maintenance, 
and  service  of  all  appropriate  documents,  both  state 
and  private,  in  the  manner  and  within  the  time  limits 
set  by  law. 

The  staff  includes  24  full-time  and  up  to  8 
part-time  employees,  in  addition  to  the  Secretary  of 
State.   Legislative  appropriations  provided  to  carry 
out  the  statutory  responsibilities  of  the  office  during 
fiscal  year  1977-78  were  $500,449,  all  from  the  state's 
General  Fund. 
DUPLICATE  ACCOUNTING  RECORDS 

The  office  is  required  under  section  2-15-401, 
MCA,  to  keep  a  fee  book  in  which  all  fees,  commissions, 
and  compensation  earned,  collected,  or  charged  by  the 
office  are  recorded.   The  office  satisfies  this  re- 
quirement by  manually  recording  fees  collected  in  a 
receipt  book  after  documents  are  approved  for  filing. 
Much  of  the  same  information  contained  on  the  receipts 
is  hand  posted  into  a  "record  of  fees  collected." 

We  found  several  problems  with  the  method  the 
office  uses  to  maintain  the  "record  of  fees  collected." 
First,  the  recordkeeping  requirement  specified  in  the 
statute  described  above  can  be  satisfied  by  the  pre- 
numbered  receipts  currently  issued  by  the  office  and 
the  Statewide  Budgeting  and  Accounting  System  (SBAS). 
Each  receipt  contains  sufficient  information  to  comply 


with  the  statutory  requirements.   An  additional  receipt 
book  is  not  required. 

Second,  the  cash  deposited  in  the  uncleared  col- 
lections account  of  the  Federal  and  Private  Grant 
Clearance  Fund  belongs  in  the  General  Fund,  not  the 
Federal  and  Private  Grant  Clearance  Fund.  The  cash 
should  be  deposited  directly  in  the  General  Fund  in- 
stead of  the  Federal  and  Private  Grant  Clearance  Fund. 

Third,  an  uncleared  collections  account,  according 
to  section  2-1230.5  of  the  Montana  Operations  Manual, 
should  be  used  only  when  the  correct  disposition  of  the 
amount  collected  is  not  known  at  the  time  of  collec- 
tion.  The  uncleared  collections  account  at  the  Secre- 
tary of  State's  Office  is  used  for  depositing  daily 
receipts.   At  the  end  of  the  month  the  balance  is 
transferred  to  the  proper  classification.   When  the 
office  deposits  its  daily  cash  receipts,  it  has  suffi- 
cient information  available  to  make  deposits  directly 
to  the  appropriate  revenue  classification.   The  use  of 
the  uncleared  collections  account  creates  unnecessary 
accounting  entries  and  untimely  deposits  to  General 
Fund  revenue  classifications. 

Finally,  we  found  that  the  "record  of  fees  col- 
lected" is  time  consuming  to  maintain.   An  office 
official  estimated  that  one  employee  works  approximate- 
ly six  hours  per  day  manually  transcribing  information 
from  the  receipt  book  to  the  "record  of  fees  collected." 


Although  we  realize  that  at  times  it  is  more  convenient 
to  have  manually  prepared  records  available,  the  dupli- 
cation of  effort  in  this  instance  is  not  justified  by 
the  benefits  derived. 

RECOMMENDATION 

We  recommmend  that  the  Secretary  of  State's  Office: 

1.  Discontinue    use   of   the    hand    posted    "record    of   fees 
collected. " 

2.  Deposit    cash    receipts    directly    to   appropriate  revenue 
accounts  in  the  General  Fund. 

Cash  In  Process 

When  the  mail  is  opened  at  the  Secretary  of 
State's  Office,  incoming  cash  is  attached  to  related 
correspondence  and  distributed  to  either  the  Civil  or 
Governmental  Functions  Division,   depending  on  the 
nature  of  the  item  received.   From  there  the  correspon- 
dence, with  the  cash  attached,  is  distributed  among 
employees  of  the  five  bureaus  for  processing  periods 
which  at  times  exceed  two  weeks.   There  is  no  account- 
ability for  cash-in-process,  and  the  responsibility  for 
cash  receipts  is  not  fixed  with  any  designated  indi- 
vidual .   Neither  management  personnel  nor  the  individ- 
ual employees  know  the  dollar  amount  of  cash  in  process 
at  any  one  time.   The  cash  in  process  is  not  recorded 
on  SBAS  until  the  attached  correspondence  is  accepted 


for  filing.   We  estimated  the  amount  of  cash  in  process 
at  a  given  time  varies  between  $8,000  and  $27,000. 
Section  17-6-105,  MCA,  requires  that  all  moneys  re- 
ceived by  state  agencies  be  deposited  with  the  State 
Treasurer  each  day  when  the  accumulated  cash  exceeds 
$100  or  total  collections  exceed  $500.   In  order  to 
comply  with  this  law  the  office  must  deposit  cash  on 
the  day  it  is  received.   The  lack  of  adequate  controls 
to  safeguard  receipts  could  result  in  loss  or  misuse  of 
these  moneys .   Depositing  moneys  immediately  upon 
receipt  is  the  most  effective  control  over  cash. 

A  Secretary  of  State's  Office  employee  told  us 
that  deposits  are  not  made  until  documents  are  accepted 
for  filing  because  depositing  the  moneys  could  be 
construed  as  acceptance  of  the  documents  for  filing. 
Although  the  submission  of  fees  is  required  before 
acceptance  for  filing,  it  is  only  one  of  several  steps 
required  for  filing.   Depositing  the  fees,  without 
completing  the  entire  filing  process,  cannot  be  con- 
strued as  acceptance  for  filing.   The  deposit  of  fees 
does  not  affect  the  filing  date  as  section  35-1- 
102(16),  MCA,  establishes  the  date  of  receipt  of  the 
document  as  the  filing  date  if  the  document  is  subse- 
quently accepted  for  filing. 

Immediate  deposit  at  the  Secretary  of  State's 
Office  may  not  be  practical  because  approximately  20 


percent  of  the  corporate  filings  made  with  the  Secre- 
tary of  State  are  rejected.   In  the  case  of  corporate 
filings,  it  may  cost  the  state  more  to  process  refund 
warrants  than  is  received  in  filing  fees.   One  method 
of  securing  cash  receipts  would  be  to  prepare  a  log  of 
moneys  upon  initial  receipt,  separate  the  cash  from 
related  correspondence,  record  the  amount  received  on 
the  correspondence  and  store  the  money  in  a  secure 
place.   Once  the  correspondence  is  accepted  for  filing, 
the  office  should  deposit  the  related  cash  in  the  state 
treasury.   If  the  document  is  rejected  or  if  a  partial 
refund  is  due,  the  related  cash  should  be  returned  to 
the  person  who  requested  the  document  to  be  filed. 

The  Secretary  of  State's  Office  could  request  the 
assistance  of  the  Department  of  Administration,  Manage- 
ment Systems  Division,  to  solve  the  problem  discussed 
above.   Any  solution  should  attempt  to  maximize  the 
control  over  cash  on  hand  at  the  office. 

RECOMMENDATION 

We  recommend  that  the   Secretary  of  State's  Office  establish 

procedures  to  enhance  controls  over  cash  on  hand. 

PERSONAL    SERVICES 

Payroll     expenses     for    the     Secretary    of    State's 
Office  during  fiscal  year  1977-78  were  nearly  $352,000. 


As  part  of  our  audit,  we  tested  a  sample  of  payroll 
transactions.   Our  audit  work  included  tests  of  em- 
ployee leave  records  and  personnel  files.   We  found  the 
problems  discussed  in  the  following  sections. 
EMPLOYEE  CLASSIFICATION 

Improper  Placement  Within  the  Pay  Plan 

The  office  pays  seasonal  employees  for  vacation 
leave  earned  at  the  expiration  of  their  jobs,  and 
retains  sick  leave  earned  if  it  anticipates  the  em- 
ployee will  return.   The  payroll  clerk  was  not  aware 
that  this  effectively  terminated  the  employee  and 
caused  a  break  in  service.   Thus,  those  hours  worked 
could  not  be  accumulated  with  the  hours  worked  during 
subsequent  employment  for  the  purpose  of  merit  raises 
or  longevity.   To  allow  seasonal  employees  to  accumu- 
late credit  for  service  from  year  to  year  and  to  avoid 
a  break  in  service,  the  office  .iiust  retain  the  em- 
ployees' sick  and  annual  leave  balances  and  retirement 
benefits  upon  the  completion  of  each  season's  job. 

Because  of  breaks  in  service  for  seasonal  employ- 
ment, two  of  five  employees  whose  records  we  tested 
received  merit  service  increases  without  having  a  full 
year  of  uninterrupted  service.  The  seasonal  employee 
had  previous  service  with  the  office  but  had  been 
terminated.  Those  prior  service  hours  cannot  be  ap- 
plied towards  the  accumulation  of  the  required  year  of 
service. 


We  found  one  instance  where  an  employee  was  mis- 
classified.  The  employee's  duties  do  not  agree  with 
the  class  specifications  for  the  position  as  determined 
by  the  Department  of  Administration's  Classification 
Manual.  The  Department  of  Administration,  Personnel 
Division,  is  aware  that  the  position  is  misclassified 
but  they  granted  the  office  additional  time  to  reclas- 
sify the  position.  A  new  job  description  has  been 
submitted  to  the  Personnel  Division,  but  no  reply  has 
been  received. 

RECOMMENDATION 

We  recommend  that  the  Secretary  of  State's  Office: 

1.'  Establish  procedures  to  ensure  that  merit  service  in- 
creases are  granted  only  to  employees  having  accu- 
mulated the  required  year  of  service. 

2.  Retain  seasonal  employees'  sick  and  annual  leave  bal- 
ances and  retirement  benefits  if  the  employee  desires  to 
avoid  a  break  in  service. 

ACCOUNTS  RECEIVABLE 

The  office  maintains  records  for  three  different 
types  of  accounts  receivable  with  an  approximate  com- 
bined balance  of  $1,000.   These  small  balances  make 
monthly  recording  on  the  Statewide  Budget  and  Account- 
ing System  (SBAS)  impractical.   We  also  found  that 
accounts  receivable  were  not  recorded  on  the  fiscal 


year-end  SBAS  financial  statements.   This  causes  an 
understatement  of  assets  on  the  year-end  balance  sheet. 
Currently  there  is  no  provision  at  the  office  for  the 
inclusion  of  accounts  receivable  on  SBAS. 

RECOMMENDATION 

We  recommend  that  the  Secretary  of  State's  Office  record  the 

year-end  accounts  receivable  balance  on  SBAS. 

STATE  LAND  RECORDS 

During  our  audit  we  noted  that  the  Office  of  the 
Secretary  of  State  files  deeds  for  state  owned  land. 
The  office's  files  do  not  include  a  complete  set  of 
state  land  ownership  records.   The  lack  of  centraliza- 
tion of  state  lands  ownership  records  illustrates  the 
fragmented  responsibility  over  state  lands.   To  cen- 
tralize state  land  records,  one  agency  should  record 
and  retain  all  documents  and  information  relating  to 
state  owned  land.   This  centralization  of  records  would 
facilitate  the  review  of  records  relating  to  the  pur- 
chase or  sale  of  state  lands. 

Legislation  is  being  considered  by  the  46th  Legis- 
lature to  provide  that  the  Board  of  Land  Commissioners 
maintain  a  central  filing  system  and  central  index  of 
all  real  property  held  by  state  agencies,  and  that  all 
state  agencies  shall  provide  the  board  with  the  infor- 
mation necessary  to  establish  and  maintain  such  a 


central  filing  system  and  index.   Enactment  of  this 
legislation  should  fulfill  the  need  for  centralization 
of  state  land  ownership  records. 
ACCRUALS 

During  our  testing  of  expenditures  accrued  at 
June  30,  1977,  we  found  that  three  accruals  tested  were 
not  in  compliance  with  the  Department  of  Administra- 
tion's year-end  cut-off  procedures  described  in  Manage- 
ment Memo  2-77-5,  and  Montana  Operations  Manual,  sec- 
tion 2-1420.00.   For  each  item  tested,  we  noted  that 
the  service,  supply,  or  material  was  received  during 
fiscal  year  1977-78.   The  Department  of  Administra- 
tion's year-end  cut-off  procedures  for  fiscal  year 
1976-77  stated  that  requisitions  for  services,  sup- 
plies, and  materials  should  be  charged  to  the  fiscal 
year  in  which  the  services  or  commodities  were  re- 
ceived.  As  a  result,  fiscal  year  1976-77  expenditures 
are  overstated,  and  fiscal  year  1977-78  expenditures 
are  understated  by  at  least  $2,289. 

The  office  accountant  explained  that  they  have  no 
control  over  when  orders  are  received,  and  as  a  result 
they  do  not  always  know  which  expenditures  to  accrue. 
In  addition,  the  office  budget  contains  provisions  for 
certain  expenditure  items.  The  office  wishes  to  make 
expenditures  during  the  year  in  which  the  funds  are 
budgeted. 
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RECOMMENDATION 

We    recommend    that    the    Secretary    of    State's    Office    adopt 
procedures    to    ensure    that    accrued    expenditures    are    in 
compliance  with  prescribed  year-end  cut-off  procedures,  and 
with  Montana  Operations  Manual,  section  2-1420.00. 

PROGRAM   COST   ALLOCATION 

The    office     lacks     a    definite    policy    concerning 
allocation   of   costs    between  the   records  management  and 
administrative   code  programs.      We  noted   instances  where 
administrative   costs  were  not   allocated  on   a  consistent 
basis    between    the    applicable    programs.      The   accountant 
stated  that  the  administrative  codes  program  was  created 
recently    and    a   basis    for    allocating   costs    between    it 
and     the     records     management     program     has     not    been 
developed. 

RECOMMENDATION 

We  recommend  that  the  Secretary  of  State's  Office  establish  a 
basis   for  allocating  costs   between  programs  and  apply  this 
basis  consistently. 

LEASES 

The  office  currently  leases  two  correcting  type- 
writers through  a  lease-purchase  agreement.  Through 
discussion  with  office  officials  we  found  that  no  one 
in  the  office  was  fully  aware  of  the  specific  options 
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and  terms  of  this  agreement.   The  lease  agreement  was 
negotiated  by  a  former  employee. 

We  contacted  the  Department  of  Administration, 
Purchasing  Division,   and  learned  the  terms  of  the 
agreement  which  allows  the  office  to  purchase  the 
typewriters  for  80  percent  of  the  retail  purchase 
price,  and  to  apply  lease  payments  towards  the  purchase 
up  to  a  maximum  of  75  percent  of  the  purchase  price. 
If  the  office  continues  to  lease  the  typewriters  the 
total  payments  will  amount  to  approximately  $2,900.   At 
the  end  of  the  lease  the  typewriters  will  not  be  office 
property.   It  is  sometimes  more  practical  to  buy  rather 
than  lease  equipment.   The  office  should  consider  the 
alternatives  available  for  obtaining  equipment. 

RECOMMENDATION 

We    recommend    that   the    Secretary   of    State's    Office    study 

available  lease  and  purchase  options  for  its  equipment. 

RECORDS  RETENTION 

We  found  that  the  office  retains  payroll  records, 
transfer  warrant  claims,  no  warrant  transfers,  and 
journal  vouchers  long  after  the  time  period  required  by 
the   general   records   retention   schedule,   section 
1-1390.20,  Montana  Operations  Manual.   For  the  above 
items,  the  required  retention  period  is  three  years. 
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yet,  such  items  are  retained  by  the  office  for  as  long 
as  20  years . 

The  office  also  retains  all  documents  and  other 
records  received  for  filing.  Although,  in  most  cases, 
the  permanent  retention  of  these  records  is  necessary, 
alternatives  to  storing  all  such  records  in  the  office 
are  available. 

The  office  is  preparing  legislation  for  the  45th 
Legislature  proposing: 

1.  That  they  be  allowed  to  microfilm  records. 

2.  That  the  microfilm  have  the  same  status  as 
the  original  document. 

3 .  That  approved  records  be  stored  with  the 
Montana  Historical  Society. 

RECOMMENDATION 

We  recommend  that  the  Secretary  of  State's  Office: 

1.  Comply  with  the  general  records  retention  schedule. 

2.  Consult  with  the  Department  of  Administration,  Records 
Management  Bureau,  concerning  alternatives  to  storing 
all  records  within  the  office. 

INTERNAL  CONTROL 

As  part  of  our  exam.ination,  we  reviewed  and  tested 
the  office's  system  of  internal  control  to  establish  a 
basis  for  reliance  thereon  .in  determining  the  nature, 
timing,  and  extent  of  other  auditing  procedures  neces- 
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sary  for  expressing  an  opinion  on  the  financial  state- 
ments and  to  assist  in  planning  and  performing  our 
examination  of  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to 
provide  reasonable,  but  not  absolute,  assurance  as  to 
the  safeguarding  of  assets  against  loss  from  unauthor- 
ized use  or  disposition,  and  the  reliability  of  finan- 
cial records  for  preparing  financial  statements  and 
maintaining  accountability  for  assets.   The  concept  of 
reasonable  assurance  recognizes  that  the  cost  of  a 
system  of  internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the 
evaluation  of  these  factors  necessarily  requires  esti- 
mates and  judgments  by  management. 

Our  study  and  evaluation  of  the  office's  system  of 
internal  accounting  control  for  fiscal  year  1977-78 
would  not  necessarily  disclose  all  weaknesses  in  the 
system  because  it  was  based  upon  selective  tests  of 
accounting  records  and  related  data.   However,  our 
study  and  evaluation  disclosed  conditions  that  we 
believe  to  be  weaknesses  in  the  internal  accounting 
controls  established  by  the  office  and  the  office's 
compliance  with  those  controls.   We  discuss  these 
weaknesses  in  the  following  paragraphs. 
Cash  Receipts  and  Revenue 

The  cashier  and  accounts  receivable  bookkeeper 
generally  opens,  sorts,  and  delivers  all  incoming  mail. 
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This  lack  of  segregation  of  duties  in  the  processing  of 
incoming  cash  collections,  combined  with  the  fact  that 
incoming  checks  are  not  restrictively  endorsed  when 
received,  weakens  controls  over  cash.  Restrictive 
endorsement  of  checks,  and  the  segregation  of  the  cash 
receiving  and  recording  functions  would  provide  neces- 
sary controls  over  cash  receipts. 

The  Uniform  Commercial  Code  Division  makes  cash 
disbursements  for  refunds  from  accumulated  cash  re- 
ceipts.  As  a  result,  receipts  are  not  deposited  in- 
tact.  This  practice  increases  the  possibility  of 
misuse  of  funds.   Procedures  should  be  adopted  to 
ensure  that  disbursements  are  not  made  from  undeposited 
cash  receipts. 

The  combination  to  the  vault  has  not  been  changed 
in  recent  years.  One  official  stated  that  the  vault 
combination  had  not  been  changed  for  approximately  ten 
years,  and  that  many  employees,  past  and  present,  have 
had  access  to  the  combination.  This  is  a  significant 
weakness  as  cash  on  hand  is  stored  in  the  vault  during 
nonworking  hours . 
Payroll 

We  noted  certain  weaknesses  in  the  internal  con- 
trols over  payroll  processing.  One  employee  performs 
the  following  payroll  processing  functions: 

1 .    Maintains  employee  attendance  records . 
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2.  Prepares  the  prepayroll. 

3.  Approves  payroll  changes. 

4.  Controls  payroll  status  forms. 

5.  Distributes  paychecks  and  W-2  forms. 

6.  Controls  unclaimed  paychecks. 

The  functions  involved  in  processing  the  payroll 
should  be  adequately  segregated.   This  is  especially 
important  since  the  supervisor  who  signs  the  prepayroll 
does  not  compare  the  payroll  changes  to  the  payroll 
status  forms.   This  problem,  coupled  with  the  lack  of 
segregation  of  duties,  increases  the  possibility  of 
errors  or  unauthorized  changes  in  the  payroll.   The 
supervisor  who  reviews  the  prepayroll  should  review 
each  transaction  and  determine  the  validity  of  every 
payroll  change  by  comparing  it  with  an  approved  payroll 
status  form. 
Expenditures 

There  is  an  inadequate  segregation  of  duties  for 
the  purchasing,  receiving,  and  disbursing  functions. 
One  person  performs  the  following  functions: 

1.  Preparation  of  requisitions. 

2.  Controlling  invoices  received. 

3.  Approving  invoices  for  payment. 

4.  Preparation  of  transfer  warrant  claims. 

5.  Authorization  of  transfer  warrant  claims. 
During  the  fiscal  year  another  employee  occasion- 
ally performed  the  functions  of  approving  invoices  for 
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payment,  and  preparing  and  authorizing  transfer  warrant 
claims.   Segregating  these  functions  would  provide 
control  to  detect  errors. 

Five  office  employees  are  authorized  to  sign 
transfer  warrant  claims.  To  maintain  strong  internal 
control  over  disbursements,  the  number  of  individuals 
authorized  to  sign  transfer  warrant  claims  should  be 
established  at  a  minimum  number.  Two  authorized  indi- 
viduals normally  is  adequate. 
Plant,  Property,  and  Equipment 

The  office  maintains  a  listing  of  property  and 
equipment  on  two  sets  of  index  cards.   One  set  is 
maintained  for  desks,  chairs,  and  typewriters.   The 
other  set  provides  a  listing  of  fixed  assets  with  a 
corresponding  tag  number.   Neither  set  records  the  cost 
of  each  asset.   The  office  does  not  take  a  yearly 
physical  inventory  of  fixed  assets,   and  does  not 
promptly  record  the  acquisition  or  disposal  of  equip- 
ment.  In  addition,  the  identification  tags  are  not 
removed  from  equipment  upon  disposal.   New  assets  are 
not  promptly  tagged.  Therefore,  the  index  cards  do  not 
provide  an  up-to-date  listing  of  fixed  assets  including 
the  cost,  identification  number,  and  location  of  each 
item.   Without  these  controls,   control  over  fixed 
assets  is  inadequate. 

The  Department  of  Administration,  through  Manage- 
ment Memo  70-17,  requires  that  each  agency; 
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1.  Conduct  an  annual  physical  inventory  of  fixed 
assets. 

2.  Record  all  assets  that  cost  $100  or  more, 
have  an  expected  life  of  more  than  one  year, 
and  do  not  substantially  change  their  identi- 
ty through  use. 

3.  Record  all  changes  in  fixed  assets  between 
inventory  dates . 

4.  Retain  inventory  working  papers  for  subse- 
quent audit. 

Procedures  should  be  adopted  to  ensure  that  the 
office  complies  with  the  requirements  of  Management 
Memo  70-17. 
Inventory 

The  office  maintains  a  record  of  forms  in  inven- 
tory.  Included  on  each  inventory  card  is  a  description 
of  the  form,  the  identification  code  assigned  to  the 
form,  and  a  record  of  the  number  of  items  counted 
during  the  last  physical  inventory.  During  our  review 
we  noted  instances  where  there  was  no  index  card  for 
forms  on  hand,  and  obsolete  forms  were  not  written  off 
the  cards.   The  office  should  maintain  an  adequate 
record  of  forms  and  should  update  this  record  at  the 
taking  of  the  annual  physical  inventory. 
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RECOMMENDATION 

We  recommend  that  the  Secretary  of  State's  Office  initiate 
procedures  to  correct  the  internal  accounting  control  weak- 
nesses noted  above. 

COMPLIANCE  WITH  MONTANA  STATUTES 

During  our  review  of  the  Secretary  of  State's 
compliance  with  state  statutes  we  found  that  the  office 
does  not  comply  with  several  statutes.   Title  2,  sec- 
tion 15-401,  MCA,  specifies  duties  of  the  Secretary  of 
State  in  addition  to  the  duties  prescribed  by  the 
constitution.   We  found  the  Secretary  of  State  not  to 
be  complying  with  the  following  subsections  of  this 
title. 


Subsection  (6):   "It  is  the  duty  of  the  Secretary 
of  State  to  take  and  file  in  his  office  receipts 
for  all  books  distributed  by  him  and  direct  the 
county  clerk  of  each  county  to  do  the  same;" 


Some  of  the  receipts  for  books  distributed  were  on 
file  in  the  office  but  many  receipts  were  not  signed 
and  returned  by  recipients  of  the  books.   The  office 
does  not  follow  up  on  unreturned  receipts,  thereby 
failing  to  make  a  reasonable  effort  to  obtain  all 
receipts.   An  official  of  the  office  said  that  the 
Secretary  of  State  does  not  direct  the  county  clerks  to 
do  this,  either. 
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Subsection  (9):   "It  is  the  duty  of  the  Secretary 
of  State  to  notify  in  writing  the  county  attorney 
of  the  proper  county  of  the  failure  of  any  officer 
in  his  county  to  file  in  his  office  the  sworn 
statement  of  fees  received  by  such  officer." 

Subsection  (10):   "It  is  the  duty  of  the  Secretary 
of  State  to  present  to  the  legislature,  at  the 
commencement  of  each  session  thereof,  a  full 
account  of  all  purchases  made  and  expenses  incur- 
red in  furnishing  fuel,  lights,  and  stationery;" 


The  office  does  not  comply  with  the  above  subsec- 
tions.  An  official  of  the  office  said  that  subsections 
(9)  and  (10)  are  outdated  statutes  and  should  be  re- 
pealed. 


Subsection  (12):   "It  is  the  duty  of  the  Secretary 
of  State  to  file  in  his  office  descriptions  of 
seals  in  use  by  the  different  state  officers  and 
furnish  such  officers  with  new  seals  whenever 
required. " 


The  office  is  not  maintaining  an  adequate  file  of 
descriptions  of  seals  which  are  in  use  by  state  offi- 
cials.  The  file  of  seal  descriptions  located  in  the 
office  has  not  been  updated  in  the  last  three  decades. 
An  official  of  the  office  agreed  that  it  would  be 
beneficial  to  the  office  to  maintain  an  updated  file  of 
seal  descriptions,  but  that  it  should  not  be  a  respon- 
sibility of  the  Secretary  of  State  to  provide  seals  for 
state  officials. 

Section  35-1-1304,  MCA,  states  that  if  the  Secre- 
tary of  State  does  not  approve  certain  corporate  docu- 
ments for  filing,  he  must  specify  the  reasons  for  his 


20 


disapproval  in  writing  within  ten  days  after  receiving 
the  document.  The  office  is  not  approving  all  corpo- 
rate documents  for  filing  within  the  required  ten  days 
after  they  are  received.  Also,  the  office  is  not 
giving  written  notice  of  disapproval  to  the  person  or 
corporation  within  ten  days  after  receiving  documents 
as  required  under  section  35-1-1304,  MCA. 

According  to  one  official  of  the  office,  documents 
are  sometimes  in  process  for  more  than  30  days  before 
appropriate  administrative  action  is  taken  regarding 
the  document.  Another  office  official  said  that  the 
long  delay  is  caused  by  an  insufficient  number  of 
employees  to  process  documents  during  the  months  when 
workloads  peak. 

Legislation  has  been  proposed  to  repeal  or  modify 
most  of  these  requirements.   The  office  is  taking 
action  to  comply  with  those  requirements  not  affected 
by  proposed  legislation. 
PRIOR  AUDIT  RECOMMENDATIONS 

A  previous  audit  of  the  office  was  conducted  by  a 
CPA  firm  under  contract  with  the  Office  of  the  Legis- 
lative Auditor.   The  report,  issued  for  the  fiscal  year 
ended  June  30,  1976,  contained  ten  recommendations, 
which  are  still  applicable,  relating  to  the  office's 
operation.   The  following  table  shows  the  status  of 
implementation  of  the  recommendations: 
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Recommendation 

Deposit  all  cash 
daily  as  received. 

Assign  the  duties 
of  cashier  to  a  per- 
son not  posting  ac- 
counting records  or 
initiating  account- 
ing entries .   Sep- 
arate cash  received 
from  documents  to  be 
processed  or  estab- 
lish a  remittance 
list.   Prepare  re- 
ceipts upon  initial 
receipt  of  cash. 

Advise  claimants  to 
request  the  State 
Auditor  to  provide 
them  with  necessary 
affidavit. 


Agency  Response 
Do  not  Concur 


Will  Study 


Status 
During  Audit 

Not  Implemented 


Partially 
Implemented 


Concur 


Implemented 


Improve  upon  pre- 
sent index  file. 
Compare  physical 
inventory  to  index 
file. 


Not  Implemented 


Improve  card  file 
system  in  use.   To 
replace  stamp  con- 
trol sheet  system 
with  a  postage 
meter. 


Concur 


Partially 
Implemented 


Establish  use  of 
time  and  attendance 
records .   Improve 
personnel  records . 

Review  sick  and 
annual  leave 
policies  in  effect. 

Accomplish  billing 
of  receivables  on 
Statewide  Budgeting 
and  Accounting  Sys- 
tem or  to  set  up  a 
control  on  receiv- 
ables . 


Concur 


Concur 


Implemented 


Implemented 


Partially  Concur   Implemented 
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Recommendation 

Separate  duties  in- 
volved in  ordering 
supplies,  approving 
invoices  for  payment 
from  preparation  of 
transfer  warrant 
claims.   Cancel  in- 
voices upon  payment. 
Secure  a  copy  of 
equipment  lease 
agreements . 

Cease  maintaining 
accounting  records 
where  such  records 
are  already  being 
provided  by  the  State- 
wide Budgeting  and 
Accounting  System. 


Agency  Response 


Status 
During  Audit 


Partially  Concur  Not  Implemented 


Do  not  Concur 


Partially 
Implemented 


Various  sections  of  this  report  include  discussion 
of  those  recommendations  which  the  office  has  not 
implemented  or  for  which  the  office  has  not  taken 
adequate  corrective  action. 
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FINANCIAL  STATEMENTS 


OFFICE  OF  THE  SECRETARY  OF  STATE 


ALL  FUNDS 

BALANCE  SHEETS 

JUNE  30,  1978 

Federal 
and 

Private 

Combined 

Grant 

Total 

General 

Clearance 

(Memorandum 

Fund 

Fund 

Only) 

ASSETS 

Cash  change  fund 

$    40 

$    40 

Cash  in  treasury 

$194 

194 

Accounts  receivable 

dishonored  checks 

22 

22 

Available  to  pay  accrued 

expenditures 

15,419 

15,419 

Total  assets 

$15,459 

$216 

$15,675 

LIABILITIES  AND  FUND  BALANCES 
Accounts  payable 
Accrued  support 

expenditures  $15,419 

Uncleared  collections 

Total  liabilities  15,419 


Reserve  for  cash  change 
fund  advances 
Fund  balance 


40 


Total  liabilities  and 
fund  balance  $15,459 


$   9 


15,419 

231 
240 

231 
15,659 

40 

(24) 

(24) 

$216 

$15,675 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

STATEMENTS  OF  REVENUE  COMPARED  WITH  REVENUE  ESTIMATES 

FISCAL  YEAR  ENDED  JUNE  30,  1978 


Revenue  Description 

LICENSES  AND  PERMITS 
Corporation  and 
business  trust 
Lobbyist 
Trademarks 
Notary  public 

SERVICE  FEES 
Administrative 
Filing 


General 

Fund 

Federal  and 

Private  Grant 

Clearance  Fund 

Estimated  Actual 

Combined 
(Memorandi 
Estimated 

Total 
m\   Only) 

Estimated 

Actual 

Actual 

$267,500 

700 

3,000 

50,000 

$305,498 

30 

4,970 

56,815 

$267,500 

700 

3,000 

50,oao 

$305,498 

30 

4,970 

56,815 

10,500 
46,650 

12,937 
70,681 

$(9) 

10,500 
46,650 

12,937 
70,672 

SALE  OF  DOCUMENTS, 
MERCHANDISE  &  PROPERTY 
Documents 

MISCELLANEOUS 
Other 


26,100 


1,500 


19,863 


866 


26,100 


1,500 


19,863 
866 


GRAND  TOTAL 


$405,950   $471,660    $-0- 


$(9) 


$405,950   $471,651 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

STATEMENT  OF  EXPENDITURES  COMPARED  WITH  APPROPRIATIONS 

FISCAL  YEAR  ENDED  JUNE  30,  1978 


GENERAL  FUND 
Appropriations 
Expenditures 
Balance 


Records 

Management 

Program 

Administrative 
Code 
Program 

Total 

$417,086 

410,297 

$  6,789 

$83,363 

64,366 

$18,997 

$500,449 

474,663 

$  25,786 
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OFFICE  OF  THE  SECRETARY  OF  STATE 


STATEMENTS  OF  CHANGES 

IN  FUND 

BALANCES 

FISCAL  YEAR  ENDED 

JUNE  30, 

1978 

Federal 

Federal 

and 

and 

Private 

Combined 

Private 

Grant 

Total 

General 

Revenue 

Clearance 

(Memorandum 

Fund 

Fund 

Fund 

Only) 

FUND  BALANCE,  July  1,  1977 


$   -0- 


$3,130 


($15) 


$   3,115 


ADDITIONS: 
Appropriations  from  the 

General  Fund 
Revenue  and  income 
Prior  year  expenditure 
adjustment 
Balance  and  additions 

DEDUCTIONS: 
Expenditures 
Revenue  refunds 
General  Fund 

reversion 
Revenue  deposits 

to  the  General 

Fund 
Expenditures  charged  to 

prior  year  appropriations 
Prior  year  withdrawal 

adjustment 
Total  deductions 

FUND  BALANCE,  June  30,  1978 


500,449 
471,660 

500,449 
471,660 

167 

(  15) 

167 

972,276 

3,130 

975,391 

$474,663 

$  9 

$474,663 
9 

25,786 

25,786 

471,660 

471,660 

167 

167 

3,130 
3,130 

~~9 

3,130 

972,276 

975,415 

$   -0- 

$-0- 

($24) 

($    24) 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

STATEMENT  OF  EXPENDITURES  BY  OBJECT 

FISCAL  YEAR  ENDED  JUNE  30,  1978 


Records 

Administrative 

Management 

Code 

Program 

Program 

Total 

PERSONAL  SERVICES 

Salaries 

$285,134 

$23,242 

$308,376 

Hourly  wages 

6 

6 

Employee  benefits 

40,102 

3,439 

43,541 

Total  personal  services 

325,242 

26,681 

351,923 

OPERATING  EXPENSES 

Contracted  services 

$  29,206 

$30,543 

$  59,749 

Supplies  and  materials 

32,485 

2,695 

35,180 

Communications 

16,727 

3,152 

19,879 

Travel 

145 

145 

Rent 

4,507 

340 

4,847 

Repair  and  maintenance 

1,509 

43 

1,552 

Other  expenses 

476 
85,055 

476 

Total  operating  expenses 

36,773 

121,828 

EQUIPMENT 

Equipment 

912 

912 

TOTAL  EXPENDITURES 


$410,297 


$64,366 


$474,663 
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Office  of  the  Secretary  of  State 
Notes  to  Financial  Statements 
Fiscal  Year  Ended  June  30,  1978 
1.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 
Basis  of  Accounting 

The  preceding  financial  statements  were  prepared 
from  the  Statewide  Budgeting  and  Accounting  System 
(SBAS).   The  state  of  Montana  utilizes  the  modified 
accrual  basis  of  accounting.   Modified  accrual  is 
defined  as,  "That  method  of  accounting  in  which  expend- 
itures are  recorded  on  the  basis  of  valid  obligations 
and  revenues  are  recorded  when  received  in  cash.   Full 
accrual  accounting  will  be  permitted  if  the  need  justi- 
fies the  application.   At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be 
accrued  as  expenditures  as  provided  by  the  law." 
(Montana  Operations  Manual,  2-0240.40). 
Inventories 

The  supplies  of  the  various  funds  are  treated  as 
expenditures  when  paid  for,  and  consequently,  there  is 
no  asset  recorded  for  supplies  inventory. 
General  Fixed  Assets  and  Depreciation 

General  fixed  assets  purchased  are  recorded  as 
expenditures  in  the  various  funds  at  the  time  of  pur- 
chase.  There  are  no  accounting  controls  for  the  gen- 
eral fixed  assets  group  of  accounts,  and  depreciation 
is  not  provided  on  general  fixed  assets. 
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Vacation  and  Sick  Pay 

Liabilities  incurred  because  of  unused  vacation 
and  sick  pay  by  employees  are  not  recorded.   The  re- 
lated expenditure  is  recorded  when  paid.   Permanent 
employees  are  allowed  to  accumulate  and  carry  over  a 
maximum  of  two  years  vacation  into  a  new  calendar  year. 
Upon  termination,  qualifying  permanent  employees  having 
unused  accumulated  vacation  and  sick  leave  receive 
payment  for  vacation  on  a  100  percent  basis  and  sick 
leave  on  a  25  percent  basis.   The  amount  of  the  liabil- 
ity associated  with  unused  accumulated  vacation  and 
sick  leave  at  June  30,  1978,  is  maintained  on  an  hourly 
basis  rather  than  by  dollar  amount.   The  monetary 
liability  is  not  calculated  until  an  employee  termi- 
nates . 

Uncleared  Collections 

The  office  deposits  daily  cash  collections  into 
the  Secretary  of  State  Uncleared  Collections  Federal 
and  Private  Grant  Clearance  Account.  "Uncleared  Col- 
lections" totaled  $231  at  fiscal  year  ended  June  30, 
1978,  as  reported  on  the  office's  Balance  Sheet  on 
page  24.  The  individual  collections  included  in  this 
year  end  total  will  be  distributed  as  revenue  to  the 
appropriate  revenue  accounts  subsequent  to  June  30, 
1978. 
2.   RETIREMENT  PLAN 

The  office  employees  are  covered  by  the  Public 
Employees'  Retirement  System,  a  contributory  plan  under 
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which  the  state  contributes  5.95  percent  of  an  em- 
ployee's gross  wages  and  the  employee  contributes  6 
percent  of  his  gross  wages.   The  office  incurred  pen- 
sion costs  of  $17,748  during  fiscal  year  1977-78.   The 
state's  policy  is  to  fund  accrued  pension  costs. 

3.  EXECUTIVE  CLEMENCY  PROJECT 

During  fiscal  year  1976-77  the  office  received  a 
federal  grant  of  $7,989  to  index  and  organize  executive 
clemency  files.   These  files  are  part  of  the  executive 
records  kept  by  the  Secretary  of  State.   The  grant 
specified  that,  "All  moneys  must  be  obligated  no  later 
than  May  1,  1977  with  all  expenditures  made  on  said 
obligations  by  August  1,  1977."   The  office  refunded 
the  unused  balance  of  $3,130  to  the  Board  of  Crime 
Control,  the  approving  body,  on  July  28,  1977. 

4.  LEASED  PREMISES  AND  EQUIPMENT 

During  fiscal  year  1977-78  the  Secretary  of 
State's  office  leased  office  equipment  and  a  building. 
The  total  lease  payments  for  equipment  were  $4,507,  and 
the  building  lease  payments  were  $340. 

The  building  and  a  portion  of  the  equipment  leases 
terminated  during  fiscal  year  1977-78.   The  leases  for 
four  typewriters  are  noncancellable  lease  purchase 
agreements  covering  the  period  from  July  1977  to  July 
1981. 
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Kqui  pine  fit       Lease  Terms      Cost/Month        Total  Cost 

2  Memory       Title  passes  to     $258  $12,412 

Typewriters    lessee  at  end 
of  lease 

2  Correcting   Option  to  buy       Varies         Not 
Typewriters    at  any  time  determinable'''^"' 

during  lease 

period* 

"Monthly  payments  apply  towards  the  purchase  up  to  a 
maximum  of  75  percent  of  the  total  purchase  price  of 
$1,300. 

"*Total  cannot  be  calculated  due  to  the  varying  monthly 
payments . 
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AGENCY  REPLY 
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SECRETARY  OF  STATE 

FRANK  MURRAY  LEONARD  C.  LARSON 

SECRETARY  OF  STATE  CHIEF  DEPUTY 


HELENA,  MONTANA  59601 

March  7,  19  7  9 


Morris  L.  Brusett ,  Legislative  Auditor  rj  ,     ,   »  .  |  \  /  l.  J  ^ 

Office  of  the  Legislative  Auditor  rl  t"  '  •  "" J  V  CLU 

Capitol  .,   •  ■ ,  'i 

Helena,  MT    5  9  601  '■''■'  •'   '^'" 

Dear   Mr.    Brusett:  MONTANA  LEGISLATIVE  AUDITOR 

Your  office  recently  concluded  an  audit  of  mine.   I  commend 
the  team  which  performed  the  audit.   It  was  diligent  and 
thorough  and  its  members  professional  and  courteous.   I  was 
impressed  by  the  competence  of  the  queries  made  to  my  staff 
and  particularly  appreciate  the  minimum  amount  of  disruption 
in  office  activities  during  the  audit. 

Here  are  my  comments  on  the  recommendations  in  the  draft  of 
the  final  audit  report,  requested  by  your  letter  of 
February  26,  1979. 

Page  7,  RECOMMENDATION:  1st 

"We  recommend  that  the  Secretary  of  State's  office 
discontinue  use  of  the  hand  posted  record  of  fees 
collected. " 

I  concur  with  the  recommendation.   The  hand  posted  "record 

of  fees  collected"  has  been  discontinued  and  the  recommendation 

implemented. 

Page  7,  RECOMMENDATION:  2nd 

"We  recommend  that  the  Secretary  of  State's  office 
deposit  cash  receipts  directly  to  appropriate  revenue 
accounts  in  the  General  Fund." 

I  concur  with  the  recommendation.   Cash  receipts  are  being 
deposited  directly  to  appropriate  revenue  accounts  in  the 
General  Fund  and  the  recommendation  implemented. 
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Morris  L.  Brusett ,  Legislative  Auditor 
March  7,  197  9 
Page  2  .  .  . 

Page  6,  RECOMMENDATION: 

"We  recommend  that  the  Secretary  of  State's  office 
establish  procedures  to  enhance  controls  over  cash 
on  hand . " 

I  concur  with  the  spirit  of  the  recommendation,  although  I 
believe  present  procedures  provide  adequate  control  over 
cash  on  hand.   The  procedures  will  be  reviewed. 

Page  8,  RECOMMENDATION:  1st 

"We  recommend  that  the  Secretary  of  State's  office 
establish  procedures  to  ensure  that  merit  service 
increases  are  granted  only  to  employees  having 
accumulated  the  required  year  of  service." 

I  concur  with  the  recommendation.   The  cause  of  this 
recommendation  was  more  in  the  area  of  misinterpreting  the 
rules  of  the  Department  of  Administration  governing  merit 
increases  to  seasonal  employees  than  lack  of  procedures. 
Procedures  have  been  implemented  to  insure  the  appropriate 
rules  of  the  Department  of  Administration  governing  merit 
increases  to  seasonal  employees  will  be  properly  followed. 

Page  8,  RECOMMENDATION:  2nd 

"We  recommend  the  Secretary  of  State's  office  retain 
seasonal  employees'  sick  leave  balances  and  retire- 
ment benefits  if  the  employee  desires  to  avoid  a 
break  in  service." 

I  concur  with  the  recommendation. 

Page  9,  RECOMMENDATION: 

"We  recommend  that  the  Secretary  of  State's  office 
record  the  year-end  accounts  receivable  balance  on 
SBAS . " 

I  concur  with  the  recommendation. 

Page  11,  RECOMMENDATION: 

"We  recommend  the  Secretary  of  State's  office  adopt 
procedures  to  ensure  that  accrued  expenditures  are 
in  compliance  with  prescribed  year-end  cut-off 
procedures,  and  with  Montana  Operations  Manual, 
Section  2-1420.00." 

I  do  not  concur  with  the  recommendation.  I  believe  the  office 
is  in  compliance  with  prescribed  year-end  cut-off  procedures 
on  accrued  expenditures.  I  understand  the  accrued  expenditures 
in  question  were  under  encumberance  by  purchase  order.   The 
encumbered  amounts  were  accrued. 
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Morris  L.  Brusett ,  Legislative  Auditor 
March  7,  197  9 
Page  3  .  .  . 

Page  11,  RECOMMENDATION: 

"We  recommend  that  the  Secretary  of  State's  office 
establish  a  basis  for  allocating  costs  between 
programs  and  apply  this  basis  consistently." 

I  concur  with  the  recommendation. 

Page  12,  RECOMMENDATION: 

"We  recommend  the  Secretary  of  State's  office  study 
available  lease  and  purchase  options  for  its  equip- 
ment . " 

I  concur  with  the  recommendation. 

Page  13,  RECOMMENDATION:  1st 

"We  recommend  that  the  Secretary  of  State's  office 
comply  with  the  general  records  retention  schedule." 

I  do  not  concur  with  the  recommendation.   The  retention  of 
financial  records  of  the  office  beyond  the  time  recommended 
in  the  records  retention  schedule  is  a  judgement  to  be  made 
by  the  incumbent  officer. 

Page  13,  RECOMMENDATION;  2nd 

"We  recommend  the  Secretary  of  State's  office  consult 
with  the  Department  of  Administration,  Records 
Management  Bureau,  concerning  alternatives  to  storing 
all  records  within  the  office." 

I  concur  with  the  recommendation  in  that  my  deputy  has 
discussed  alternatives  to  storing  records  in  the  office  with 
the  Department  of  Administration  and  found  the  alternatives 
unacceptable  in  terms  of  statutory  requirements  that  the 
Secretary  of  State  "keep"  records  deposited  in  his  office. 
Legislation  has  been  proposed  to  the  46th  Legislature  which 
will  appropriately  address  the  current  storage  problems  of 
the  permanent  records  in  the  custody  of  the  office. 

Page  19,  RECOMMENDATION 

"We  recommend  that  the  Secretary  of  State's  office 
initiate  procedures  to  correct  the  internal  account- 
ing control  weaknesses  . . .  (discussed  in  the  commentary 
to  this  recommendation)." 

I  concur  with  the  recommendation  for  the  most  part  and  will 
proceed  with  its  implementation  within  the  limitations  of 
budget  and  staff. 
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Morris  L.  Brusett,  Legislative  Auditor 
March  7,  197  9 
Page  4  .  .  . 


The  ability  of  my  office  to  promptly  and  adequately  address 
some  of  the  recommendation  in  the  audit  with  which  I  concur 
will  depend  to  a  great  extent  on  adoption  of  the  FY1980-1981 
budget  proposal  for  my  office  by  the  Legislature. 


Sincerely  yours, 

/]     FRANK  MURRAY  » 

Secretary  of  State 


FM:dhl 

End:  ^   Draft  Copies  of  Audit  Report  (Return) 


36 


